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How Manipulation by “Inside” Pools 
Operates to the Disadvantage of Investors 


'F a Wall Street Bible were to be 
‘arranged, it would probably contain 
“The Book of Daniel Drew,” by 


Bouck White. In Chapter XVI of this 
interesting slice of Wall Street history 
we find the following, by Daniel himself: 


Tt ia always an advantage in Wall 
‘Street operations to be on the inside 
of" railroad or a big industrial eon- 
cern. You know, then, the monthly 
‘earnings before they, ore given out to 
the publie, You get earliest notice of 
any favorable or unfavorable 
happening. You have access 
to the transfer books ond 
know shere all the circulating 


pacy, knot to 
long Before’ the outnide ine 
estore have got the tip. So 
ikat you can go onto the Stock 
Bechango and specitate 
tore shares witk your eyes 
open, whilst the rent ofthe 
specklatos are going Ü blind. 
An insider position ta oa goad 
a money in the e 
“Benide, | had now another 
advantage aa well Not oniy 
Conid 1 predict wel-nigh every 
frm in Brie ohorea T could 
do en beter 1 could male 
{0 term tw either direction T 
choose. T had the horno by the 
Balter, oo to speak, and oul 
lead him where T wanted. TF 
my operation Stoel 
Beohenge mada te nesdfol Jor the 
Mock to 90 up. I conid give out that 
the road was prorperous—and her 
Stock would go up. Or i) T was in 
bearish temper and wanted hrr shores 
to slump, T could make the road un- 
prorperous for a time, and then stocks 
ould go down to the point where T 
Santed thom 
The interesting episodes described in 
the accompanying box occurred somo 
Sixty-odd years ago, and Te would not 
be fair to aay that Danii Drew's 
thoda are being duplicated in Wai 
today. Bat Tetas go back 
Sears, when Jobn W. Gates 
neiaice were manipulating 
tf the American Steel & Wire 
they had receatly formed. 
Gt ise met this ened in he 


tions. 
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BY RICHARD D. WYCKOFF 


Gates. “We've just closed the plant" 

“Why is that,” inquired my friend; 
“business falling of?” 

“Oh, no,” promptly responded Gates. 
“We're all short of the stock.” 

‘Many stock market happenings, in- 
volving the rawest kind of manipala- 
tion, have marked the intervening 
years. For example, a certain oil 
magnate of doubtful repatation ereated 
a company characterized by a prodigi- 
ous number of shares. Whether ho 


THIS publication takes the position that 

manipulation of a company’s securities by 
its oficials is indefensible from an ethical vier- 
point, and that it is poor business all around. 
In order to go more fully into this subject, we 
intend to print a series of articles giving current 
instances of this type of manipulation. We in- 
vite inquiries on the subject from our readers. 
If they believe their securities are being unduly 
influenced by the officials of their company, let 
them write to us, If warranted by the facts, we 
shall give the fullest publicity to these situa- 


really thought he had a genuine oil 
company which would “eventually 
Justify their artificial market price of 
the stock, I cannot swear; but the 
gentleman's past record indicated that 
Be was merely looking for suckers. He 
hired a prominent stock market op- 


realized, T leave to your guess. The 
receivers have not yet been able to get 
the company on its feet. 


man and be organized a pool based on 
the false premises that this stock at 
its present market price was a great 


bargain and that if a lot of it could be 
corralled there should be about 60% 
profit in it, „I am giving this manipū- 
Intor eredit for not knowing any bet- 
ter, Had he taken precaution to learn 
the relative valuo of this railroad 
stock compared with some others selling 
at lower prices, earning more money per 
share and far more attractive from 
every standpoint, he might not hi 
‘organized the pool. But let us say he 
honestly believed the possibilities were 
liberal in, proportion to 
market price and that he 
corely believed he could show 
the pool a profit. His reward 
was to be n share. of tho 
profita without any risk, 
Well, as soon as he got his 
people all lined up and he had 
buying power enough for a 
round lot of shares, ho pro- 
ceeded to acquire them. He 
athered them all in within a 


market lator enabled him to 
Unload, with a 25% pront He 
walled’ for a reaction. and 
ought the whole line” back, 
Then came “the. anticipated 
slump and. members. of tho 
pool were asked to. take up 
their "pro. rata. share of tho 
long sock, which was. then 
selling at almost halt what 
Fad been originally paid for it 
The resulting Jose of several 
hundred "thousands, when divided 
among a number, waa not no much per 
man on the average. The interesting 
Part of the event was that both the 
manipulator ‘and. hia. followers had 
merely been used by the insider to take 
‘of his hands a round lot of stock which 
‘could not very well have been sold out 
fn the market." When. the pool had 
acquired all of ite original stock the 
insider was out of all of his. There- 
fer the proceeding did not interest 
Danay Pa picked ops ar a cnrisiage 
cs ap, at a shri 
S£ one-half, what he had formerly sold 
on 


of footmarks of pools, 
888 


How a Famous Speculator Manipulated Erie Shares 
Chap. XVI, “Book of Daniel Drew,” by Bouck White 

“L worked it something like this: Erie shares would be selling say at 
ninety. I would give orders to my broker to sell Erie heavily short. By 
selling short, a Wall Street operator puts out contracts to deliver the stock, 
say sixty days from that date, at present prices. If within those sixty days 
the price goes down, he can buy at the lower price and collect at the higher 
price named in the contract. Well, after I had got my short contracts 
‘placed, the other fellows, of course, taking my offers, because they figured 
that the shares were likely to go up rather than down, I would give out a 
statement to the effect that I, as owner of the chattel mortgages on the road, 
twas about to foreclose. Or I would have one of my underfellows get out 
an injunction forbidding the road to pay any more dividends; or I would 
start a rumor that the road was going to rack and ruin, Immediately 
there would be a panic in Erie quotations. Her shares would slump; and 
before the sixty days were up, that former price of ninety would have 
shrunk to, say, sixty-five. So that now I would buy my shares at sixty-five, 
sell them for that contract figure, ninety, and thus pocket $25 clean profit 
on every share dealt in. If this particular deal had amounted to fifteen or 
twenty thousand shares, and I cleaned up $25 on every share, any one can 
what a fine little sum it would amount to. 


“Thereupon I would turn round and work it the other way. I was now 
short of the stock—that is, was sold out. I would therefore buy large 
blocks of it at the low figure of $65 a share. Noe it stands me in hand to 
have the stock go up in value. So I give out a statement to the effect that 
my litle difficulty with the road, which had been noised abroad some 
weeks before, has been settled; I have decided not to foreclose my chattel 
mortgage after all—the road has found a woy to fix up the matter with me, 
is very prosperous, in fact is likely to declare a big dividend shortly. Im- 
mediately, with these refreshing rumors spreading abroad, Erie stock be- 
gins to go up. By and by she touches again the top-notch figure, say, 
ninety. Now I sell, and this way clean up $25 more on every share of 
stock I had dealt in. 


“This is the advantage of operating from the inside, You win both going 
‘and coming. When a stock is going down you are a Bear, and make money 
by its fall. When the stock is going up, you are a Bull, and make money 
by the rise. In fact, I worked this so prosperous, that after a while they 
made it into a kind of proverb, It got to be a saying around the street: 
‘Daniel says up—Erie goes up. Daniel says douen—Erie goes down. Daniel 
says wigglewaggle—it bobs both ways!” 


‘manipnlators, insiders and victims, but 
unless you are adept you cannot readily 

these; to the uninformed, 
‘everybody's stock looks alike on the 
tape. That hundred shares of XYZ 
that just came from under the wheel, 
may have belonged to a widow or 
Orphan; it may represent part of a 
100,000 share iot being liquidated by 
the’ astute president of the corpora- 
tion. To nay hat n ene kaeva, vonl 

be correct. A few ‘people 
know what and when be is doing am 
thing, but as a rale it is carefully 
covered. 

‘Daniel Drew paid: “An ise 
position is as good ax money in the 
chest,” For Wall Street to say that 
this is “characteristic” and “to be ex- 


$84 


‘the stock and although transactions 


have averaged 2,000 ur 3,000 shares a 
day they have been so scattered as not 
to attract any attention. Suddenly the 
trading begins to get very lively. Ten 
to fifteen thousand shares a day sre 
traded in, within a range from 45 to 
48%. Next day 48% is recorded, and 
the following day on trading of 35,000 
shares, the stock ranges from 49 to 60. 
Thus the market value of that com- 
pany's shares has increased 25% with- 
Dat any information being given to the 
publie as to what itis all about. Stock- 
holders have not been notified of any 
change in earnings, outlook or financial 
position. The rise is a mystery — ex- 
cept to a very few insiders. After the 
close that evening, the company issues 
‘avery excellent six-month statement 
which appears in the following day's 
newspapers, newstickers and slips, The 
president indicates that the executive 
Committee will meet some time during 
the week and that possibly the stock 
‘may be placed on a $% dividend bas 
that further increases may be in order 
if earnings continue at tho present 
rate, vis, over 10% on the common 
shares, 

Being thus appraised of these de 
velopments some of the stockholders 
‘who paid 40 for their shares and who 
hhave taken a one oF two point profit, 


not buy at 40 but at 52. 

‘Wall Street has been doing that sort 
of thing so long that it is regarded ax 
“the regular thing”—like the host who 


insider there is no auch supposed justi- 
fication, any more than there was for 
the robber barons who used to descend 
‘upon travelers along the Rhine. 

In so stating I am making myself 
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very unpopular with a lot of 
shrewd people, who have been 
feeding at this trough for a 
Jong time, but in the interests 
of the largest aggregation of 
investors who have ever given 
thelr combined support to an 
American financial publication, 
T am asking Wall Street to 
sive the public a square deal. 
No one can deny that the deal 
ís not a square one when the 
cards are stacked and marked. 
When an insider himself, or 
through the organization of a 
Pool, directly or indirectly par- 
Hlelpates in the manipulation of 
‘k, he in stacking the cards 
inst the publie. 
As T understand it, stoch 
holders are partners. They do 
not lect the directors every 
year, but only when a company 
in first organized. After that 
the directors are a sort of self- 
perpetuating board in whose 
Rands the management of the 
company rests. One would 
think from the way some di- 
rectors carry on stock market 
‘operations that upon acceptance 
of this ofice they adopt the 
following resolution: “Having 
boen elected a director, T wili 
use my best efforts, not 
only in the management 
ot this company’s affairs 
to the end that its finan- 
cial position may be 


ite tocar 
prospects amply seeur 
but T will make sure that 
through my inside knowl- 
edge T 


‘to the vory limit. 
see that the auditor's ad- 
vance estimate 

of earnings 
‘reaches my desk 
before any 
others, if pos- 
sible, Twill 
Keep in close 
touch with all 
the other direc- 
tors and officers, 
to say nothing 
ot the sales de- 
partment. Thus, 
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when any improvement in earnings is 
in sight, I will be able to get 
my stock before the others begin to buy, 
and will have the delectable privilege 
of disposing of my shares whenever I 
think they are either high enough or 
the general publie, including, some of 
‘my stockholder partners, become too 
‘enthusiastic over its fature. While my 
Tee for attending directors’ meetings is 
merely nominal, I can see where a very 
considerable amount of money can be 
made by me each year, anticipating 
the movements of the stock on the Ex- 
change. Confidentially, instead of ac- 
cepting these fees, 1 might well afford 
to compensate the company for letting 
me sit on the Board of Directors.” 

‘in certain respects Wall Street man- 
Sgement of corporate affairs has shown 
a marked advance in the past twenty- 
five years. It might even be sald that 
the Street has started to get rid of this 
‘tort of thing, but cannot greater prog- 
Fess be wade? At present one of the 
chief complaints against insiders is that 
they are too fond of keeping their 
mouths shut; that even though they do 
Issue quarterly statements, many things 
ean and do happen over night. If 
stockholders are partners, why not 


Oficiais Should Den 
Printed Lies = 


that afford opportunities for 
money making without resort- 
ing to the practice of deception 
of, one's fellow stockholders? 

‘By this I do not mean that 
ali Wall Street corporations are 
run by their respective sets of 
manipulators, for such a state- 
ment would be far from the 
truth, Nor ean I be expected 
to say just which one does and 
which one does not. There are 
numerous examples of concerns 
in which the insiders pay prac- 
tically no attention to the stock 
‘market and who never furnish 
the basis for nor take any part 
in pool operations, But then 
there are others who must be $ 
regarded as different; who print 
Just an few reports and give out 
Just as Tittle information ax 
they possibly ean; who, either 
for themanien or far a care 
whom ire or participate 

ith, juggle their stocks in the 

het to an extent which is 
open to severe criticism, 

‘The New York Stock Ex- 
change is prompt to take ac- 
tion upon any case of manipula 
tion brought to ite attention, but 
as we all know, it is even more 
Alice to eliminate manipo- 

‘ation than bootleg- 
ging, nevertheless 1 
thoroughly believe that 
Wall Street will some day 
‘wake up to the fact that 


polete; for although there 
[Bown] may be a lot of money in 
skinning the public (it 


better Wall 
safer place for 
the speculative 
and investment 
money of the 
‘country when it 
‘has been purged 
of these 


